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Memorandum
To; Chief, Accounting and Reports Division p,

s + P/ § #7
From:  Chief, Royalty Valuation Division /{QM ALAA ﬂ”’f’“ﬁ-’d‘?

Subject:  Royalty-In-Kind Billings—-Valuation Changes

Due to significant concerns that MMS has not been receiving market value for oil production
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potential RIK. underpayments As you know, we have rewewed RIK payments received on
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below, including recommended billings for the March 1997 production month.

The first location we chose for review was the Rangely Weber Sand Unit in Colorado. We chose
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Colorado, which afforded us access to oil sales contrac:ts and related mfom:anon The other
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leases base.d on thmr designated onshore delivery point at Emplre Louisiana. We chose this
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locations, we made several assumptions as detailed below in order to reach our conclusions.

Rangely

The Rangely Weber Sand Unit was a logical choice because the State of Colorado’s audit work
has aircady yieided several arm’s-iengih coniracis covenng pasi Rangeiy oii produciion. There
are four companies with arm’s-length contracts; we have all but one of the applicable contracts
for periods subjeci iv our uiiial review {various monihs in 19%6). The payors seiling at
arm’s-length include Hunt, Marathon, Equity Qil, and Texaco Trading and Transportation
{(afier mitiaily receiving ine pioduciion {rom 1is afliiaie, Texaco Expioraiion and Produciion).

{Our iniitai review indicaied that Texaco, Huni, Maraihon, and Equity reporied vaiues on Repori
of Sales and Royalty Remittance (Form MMS-2014) at or very close to their contract terms.
However, we have oniy one of Texaco’s two arm’s-iength contracts. That one contract covers
approximately 18 percent of the volumes being reported by Texaco on Form MMS-2014, We are
still trying to acquire Fexaco's other arm’s-length contract tor the additional volurnes, and
updates on the others’ to verify reported values for current periods.
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The non-arm’s-length payors, Chevron and Amoco, have reported values significantly lower than
the arm's-length payors' contract prices. Production is taken in kind from 17 Rangely leaseg

(of 29 total leases in the Weber Sand Unit). For these 17 leases, arm’s-length contracts cover
about 10 percent of the production. All of the oil RIK production in the Rangely Weber Sand
Unit is taken by Wyoming Refining Company under Contract No. 6300-87306. Therefore, this
tevised billing procedure will not affect any other oil RIK contracts.

Although we don’t have all the current arm’s-length contracts in hand, we believe the RIK
refiner/purchaser should be billed on the anthmetic average of the arm’s-length payors' reported
prices on Form MMS-2014 because the earlier-period review showed the arm’s-length payors
reported at or near their contract prices. That is, for production reported by the non-arm's-length
sellers (Chevron and Amoco) Wyoming Refining should be billed based on the arithmetic average
of the prices reported by the arm’s-length producers. However, prices reported for production
reported by arm’s-length reporters should not be adjusted.

The regulations at 30 CFR § 206.102 (1996), state that the value may not be lass than the gross
proceeds accruing to the lessee, including the additional consideration. Therefore, the unit_pric;e
to be billed will be the higher of the unit price reported on Form MMS$-2014 or the revised unit

price provided by RVD.

We believe this approach is supportable under the third existing non-arm’s-length valuation
benchmark (30 CFR. § 206.102 (c) (1996)). arithmetic average of others’ contemporaneous
arm’s-length contract prices for significant quantities of like-quality ot in the same field. The
first benchmark is prices paid or received by the lessee in arm’s-length purchases or sales of
significant quantities of like-quality oil, however, the non-arm’s-length payors at Rangely don’t
have any such arrangements. The second benchmark is the average of others’ contemporaneous
posted prices used in arm’s-length contracts. But the existing arm’s-length contract prices use
postings nhis nremiums, so this benchmark doesn’t apoly either Thus the third henchmark is the

first one applicable. We will continue our efforts to acquire current contracts from Hunt,
Marathon 'l-"-muh.r and Tavarn tn \mnﬁy that I‘Fhﬂﬂﬂr" I‘\ﬂt“'}lﬂ sgres with rontract nnr_-.l_-g_

Further, during discugsions with the State of Colorado, we leamed that Marathan is reporting

a value net of an § x-4 bbl transportation factor. In calculating the arithmetic average of the
arm’s-length nrices renorted an Form MME-2014, we have added hack the $ 14 hhl

transportation factor. In addition, we recommend adjusting the bill to reflect an additional
€ X4 /bl for those linoe ranortad by Marathon (Table 1)
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Equity appear to be adjusting their contract prices for gravity as produced. Texaco, on the other

hand annaare tn ha rannrting tte value haced An 40 dearesc API aravitv althanoh rennrtine ite
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actual, lower lease pravity. We believe this is due to the fact that the contract pricing terms
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the compames We therefore have calculated the anthmetlc average by adjustlng the calculated
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not adjusting the calculated unit price from Form MMS-2014 for Texaco.



In addition, there are three other companies reporting data on Form MMS-2014 related to leases
contained in the Rangely Weher Sand Unit, They are Citation, Fott Energy,, and Twin Arrow,

Per the State of Colorado, the data reported by these companies should not be included when
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mgmﬁcant quantities or like quality. This is be.cause the leases being reponed (1) are praducing
from a formation not asenciated with the Wahar formation, (2) do not have gales avary month
and (3) do not produce sufficient volumes to be included in a calculation based on significant
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Company for March 1997 production, Gravity adjustments to the average arm’s-length price in
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in kind there. But since we didn’t have contracts or knowledge of which payors dispose of their
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(1996) state: “All sales of royalty oil from QCS leases will be pnced at the fair market value of the

il l‘l'lmuumg associaied Lranspoit taiioi ¢osis 10 ihe u:aluumr.-u uuuvcly puuu, i uppumum " We
believe the spot pnce to be a fair representatmn of market value and therefore recommend billing

___________

Ubll’lg llll: I"Ulll.llly aver Hgﬂ Ul. l'lﬂl.l s -‘JPUI ruw Mﬁﬂﬁblllﬂlll for nc,a,vy Loiisiaing Sweet delivered
at Emplre Louisiana in effect for the appllcable productlon month. The Platt’s value which has
an associaied AFI graviiy of 3Z degrees, is Goimpaied 1o ine payor value [6poiied ai a Specific
gravity after both are adjusted to 40 degrees APl The gravity adjustments were based on the
Gravity Adjusiment Reference Tabie C on Sicii Gii Froducis Company erude oif piice bulietin
effective March 1997. We recommend billing the refiners based on the difference between the
reported price on Form MM3-2014 adjusted 1o 40 degrees and the spot price at Empire adjusied
to 40 degrees multiplied by the royalty volumes reported on Form MMS-2014.

The regulations at 30 CFR § 206.102 state that the value may not be less than the gross proceeds
accruing to the iessee, inciuding the additionai consideration. Therefore, the unit price to be biiied
will be the higher of the unit price calculated from Form MMS-2014 or the revised unit price
provided by RVD.

There are three crude oil spot prices applicable to the Gulf:

® Heavy Louisiana Sweet deiivered to kmpire, Louisiana (32 degrees API, 0.3 percent suifur)

® Light Louisiana Sweet delivered to St. James, Louisiana (37-38 degrees AFI, U.5 percent
sulfur)

& Eugene Island delivered to St. James, Louisiana (35 degrees API, 0.84 percent sulfur)



We identified OCS Guif leases with RIK delivery points at St. James and Empire. However, tor
those leases with 5t. James delivery, we have not yet been able to identify with confidence the
proper spot price to appiy--largely because the sultur content is not evident from the Form
MMS-2014. So we selected that subset of RIK leases (30) whose delivery point was Empire.
Aftected refiners inciude Age Retining Inc., Placid Refining Company, Gold Line Refining Ltd,
Caicasieu Refining Company, Gary Williams Energy Corp., and Giant Industries Arizona, Inc.

Tables 4 and 5 summarize the values that we recommend be billed to the affected refiners for
March 1997 production. Gravity adjustments to the spot price in Table 4 should be made
according to the schedule in Table 5.

For Rangely Weber Sand Unit leases and the subject Gulf of Mexico oil RIK leases, Table 6
lists the Accounting Identification Numbers/product codes/selling arrangements for which the

March 1997 RIK billings would apply.

We trust the information we have provided will enable you to perform the March 1997 billing,
We will provide similar information for April. If you have any questions, contact Dave Hubbard

at 275-7260.

Attachments

bcc: RM File
RM Chron DC/LKWD (2)
RVD Chron (2)
EVB
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DEAFT:06/02/97
PINALGOALST



SILL

= )
T )]
DBATOCE
JHATOCTR
B e s I
pelle i Ead
DRITCOE
Q5970018
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05870014
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0387011
33070018
3870014
58700148
02970018
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YR CONTRACT LINE

a7 87305 DI0204
o7 87306 DON205
o7 B7306 DOI206
a7 87306 DOX207
57 BTI06 0208
57 87306 DOO20S
57 87306 000210
o7 B7306 000211
a7 87306 060212
a7 87306 000213
a7 87305 D021 4
o7 B7306 00215
o7 87306 DN0216
97 87306 (0217
g7 87306 (00218
a7 87306 000219
a7 £7306 ODO220
a7 £7306 D022
a7 87306 00222
a7 87305 000223
a7 87308 00224
a7 E7I06 000225

JAYOR PAY_NAME
1086 AMOCZ PROC
1086 AMOLD PROC
10863 AMOCD PREEC
1086) AMCGCD PROT
08G] AMOCO PROD
OB6) AMOCD PROD
10861 AMOCO PRGD
10861 AMOCO PRO:D
16752 CHEVRON USA
16752 CHEWRON USsSA
16752 CHEVYRON USA
16752 CHEVRON USA
16752 GHEVRON US4
16752 CHEVRON USA
16752 CHEVRON USA
16752 CHEVRON US4
16752 CHEVRON LSA
16752 CHEYRON USA
16752 CHEVRONM LS4
16752 CHEVRON LSA
16752 CHEVRON L SA
16752 CHEVRON L3A

Rangely "Weber Sand Ur t--Revised Bill Amounis

SELES
_MO
QST
3197
03197
0397
03197
0397
0397
0397
034a7
ase7
cana7
c3m7
£3/97
camy
w397
0HET
0297
03/97
a7
Q3ra7
03 /97
03/a7

Tabie 1

March * 597 Prixductior. Month

AlD

0E65-033586-0-0:1 1060
065051 529-0-001 010650
QE5-051 529-0-004501 /00
0E5-054 B00-0-01 17011060
CE5-052265-4-001/01/030
CES-0024538-0-001/01 G50
CE5-033334-0-0n 1401 D50
CES-0534880-0-0111,/01 1030
CES-QIGTE-C-00 /01 10430
CES-03A583-A-001/01/050Q
CE5-03MG83-B-001/C1/030
C85-032703-A-001/C1/050
C&5-032703-B-004/C11I050
C65-033586-0-021/G1/050
C65-033720-0-001/01/030
LES-051°H74-0-001 101/030
CES-0515328-0-001/01/0350
0E5-051529-0-014/01 /D50
CB5-052241-0-02201 103
065-05Z165-A-001/01/060
C6S-052338-0-031/01 /050
(65-052361-0-002/01 1030

Paje

REWSEL) REJISED
UMIT Bl
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SH 330 1,093 95

SH 275 14078 58

SH 330 570 22

SH 268 420 52

SH 330 22t 59

SH 259 43236 20 h

SH 241 10076 00

SH 330 ( 337 65

SH 258 1350 55

SH 330 55 55 :

SH 330 115 20 [

SH 230 % 793 B1 J

SH 330 746 5T P

8H 243 . 320 B4 .

SH 330 LI 1767 70 ‘—i 4

T3a1308 10 ST09.020 42

$645 887 97




Fepored Graviey (° AP
223
221
222
223
22 4
225
2235
22.7
228
229
232
231
232
233
23.4
23.5
233
237
238
239
24.0
241
242
243
244
24.5
248
24.7
248
249
250
251
252
253
254

Adjusted Arm's-Lenglh
Price lor Grevity

X

Tabte 2
Fangely Gravity Adjusiment Schedule
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FRepored Grevity (* AP}
255
256
257
258
258
26.0
26.1
26.2
263
26.4
26.5
25.8
26.7
268
26.9
27.0
27 1
27.2
273
27.4
275
27.6
277
27.8
27.9
28.0
2B 1
282
28.3
28.4
285
285
287
288
288

Adusted Arm's-Length
Price “or Grawvily

X

_ Table 2
Fangely Gravily Adiusimen! Schedule
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kepartea Sravity {° AP

28.0
291
292
291
29 .4
295
295
297
2848
294
30.0
301
30.2
303
30.4
0.5
0.5
0.7
an.a
30m

31

31

A3
3.
3.
31.
31
31.
il
31.
3t.
)

s

O U 4t

L 1]

321
32
32.2
32.3
3z

Adjusted Arm's- _ength
Price for Grawvily

e

|

Table 2
Rangely Gravily Adjustment Schedule
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Rzported Gravily {° &P}
325
32.E
327
32.8
32t
33L
331
33:
33z
134
338
33€
333
K
33«
34 ¢
341
342
34.%
a4 .
340
345
347
340
340
3540
35
35
353
a5
5%
356
35T
354
354

Adjusted arm's-Length
Frrice Inr Grasity

A
f

Table 2
Rangely Gravily Adjustmemni Schad.ale
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Repored Gravily [* AP
36.0
36.1
35 2
53
5.4
365
AG 6
36.7
36.8
6.9
37.0
371
372
373
374
375
376
7T
37.8
379
380
381
358.2
383
384
38.5
86
8T
388
K.
ki
391
gz
393
39 4

Adiusted Arm's-Length
Price Tor Grewvitw

X

|

Tabe 2
Flangely Gravily Adjusimeni Scheduls
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Reported Gravity {° AFPI)
293
8.6
387
39.8
385
40.0

Adjusted Arm's-Length
Price for Grasily

>

“1

Table 2
Rangely Graviy Adjusiment Schedule

Page 6



BILL
5970018
0sgion18
0sgro18
0s970018
05970018

YR CONTRACT LINE

87
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g7
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817306 D00Z38
81306 D0o239
87306 DOOZ40
1306 000241
4306 OL0242

Rangsly Welwr Serw] Unit—| 2evised Biling lor Marathon

SALES
FAYOR  PA'M_MNAME MO
ITMIL MARATHONDIL 0397
37313 MARATHONDIL GIBT
37312 MARATHONJIL Q397
37312 MARATHON L Q97

37350 MARATHON AL DAm7

Tabe3

[Warch 1887 Pnoductior Month

AlO
1165035 508-C4 1N 1AS0
155-051529-0-( 10151060
13650515290 10451 NSO
1E5-052 205-A- J11/01.60
1255-052 538-0- 10301060

Piige 1

REMVISED

REMVISED

T QUA_ PRICE PRICE QUANTITY AWOUNT  AMOUNT
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12274
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YR CONYRACT

JIME

94101 00202
SH101 200129
4104 - 200490
HE04 00565
QT 002
4107 A3
SdT 200337
4107 JOIXE0
Sa104 00477
S04 0556
94102 200365
94107 SO0RS
24112 poCIar
24102 2O0eT
24108 DOC105
4102 DOCITT

PATCR PAY_MAME
48480 SHELL 'WEST
16752 CHEWRON USA
33415 KIRR-MCGEE
49785 SMMECAN HL
16370 CASE-PONERDY
1735 AMARA ELERG
T1650 E.F EXPL ING
41247 TAYLOR EHERG
17555 COMQCD NG
W7 PHOLIPS FET
11116 APACHE CORP
17555 CONOLO NG
17555 CONOCO MG
17555 CORCO I
13862 BOIS AR S
16752 CHEWROM USA

SHLES
hiC
ower
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o7
ot
o7
gao?
a7
gvg7
€37
tvay
Laay
cwor
cws?
Cwg7

L3g7

Table 4

Gl Ri* Ly ases Wit Dedoary Bonl al Empore
Revsa | Bdwng Dala
DNST Py guchon Morth
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(- OO - 0000 { 360
(Ha.O0448 - 0-D01202/ D60
(' DERE32 0-00102) D50
0!4-0G4832 0-D01/0 DEG
0!-4-DOAI0E 0-001 4/ D5
(0:-4-DOAS0E £3-0011 G DS
(1:.4-DOAHS £-001 100 DL
(ked-004975 0-004 100 DED
Ot DOSOST -0-001 101 DED
Cri DOSAS1 0-001 K011 060
Crisk DOSESS 0051 A2 061
005825 0-001 011 060
[d-DOSE25 0-001 01 063
{Hid-LOSES -0-D011 065
Cia-CO6736-0-D01 011 £50
Cria-00OE90-0-001 01,051

T2 QAL
sS4 3&7
54 380
54 458
54 d5s
5S4 357
5S4 357
54 357
54 X3
54 454
S 455
SH 07
SH x5
SH 5
SH =5
SH =7
SH X0

RICE GoANTTY AMOUNT

b4

FErR N
1BS M
BY7T 111
299 Gl
354 o
3519 i
1405 45
5528 21
438 3%
243 3)
7532 ¢
1156 32
2682 ar
BEIA i
831 af
1005 23

L

Lf
4

TG ThBL A3 NM TAd DL

HLS Spal

197
520 50
20 50
12050
12050
32050
120 50
12055
32150
2350
2050
32030
12020
s
2050
Y2050
320 53

REW SED

FEVISED

Spel 1o 43 Pocelo-0 Delernce UNIT PRICE £ MOUNT BUE

305
2105
32105
3146
821405
21 05
2108
06
12105
210
o
105
21
2165
121 0E
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Bll_L
537000
CSEF001 1
a970011
5970008
D597000E
OEST0ee
G5 5700
£ 570002
O£ 970006
TEATe00a
EAT00H 1
ESTO 1
70
7000
QGO0
e7 0032
a0
D T0002
070002
a7 00T
LBl rak
L35 oot
03300
G397 000R
03570002
G5aT0002
05870002
154700
L5970
05970011
D5570011
05970003
054970001
Q5870002
Q5970002
G5970002
C597000p
L5970006
5370006
CS370001
(5570001

¥R GOMTFIACT LIME

£7 S0 OO 80
&7 § 0112 DO2ES
7 1 #1112 DOEY
iz 14108 DD0S4
ur 134508 DDOSS
1 | 4104 0OKST
a7 1 W 104 CO4ET
H) 10 DO HGE
L 302 DoaT
47 M2 D0KaTI
ur CHE12 DD
\T T2 00121
nr T2 0018y
ar 101 e
a7 161 DINE3
kL 104 D038
a7 BI04 OL535
ar B0 000434
ar 104 CCO4ED
a7 B0 D00E52
a7 S0 01112
87 S4106 0E113
87 4101 DOO25
ar BI04 D469
q7 S41G4 (0470
a7 D104 D041
g7 94104 XOS7S
ar S4101 D15y
ar B4401 NO185
ar S4112 IG1D
ar 84112 IO214
a7 24104 0t08
97 TG Q0226
97 S04 00472
a7 D410 DG 3
a7 G4104 DQaTA
ar B4104 QIOSTE
ar S4107 00402
a7 Sa102 OHI27E
a7 Sa'01 QM138
97 94101 02158

PRYIR PAY _NAME
36T HEWFLD EXPL
35553 MCBIL EXPLCR
553 MOBIL EXPLOR
0862 AMCCO PROI
10862 AMCCO PROD
16831 QXY LSA NG
17556 COMOCT INC
17558 COMOCT INC
4' 461 TEXACO EXPL
752 CHEVA DN Utin
15752 CHEWROM U4
11752 CHEWROM Ulia
41451 TEXACD EXFL
31553 MOBH EXPLIR
33553 MO EXPLOR
3245 MURFPHY
41461 TEXACO EXFL

13270 EMFICH O&G CO

245 MHIPHY
TLESG ELF EXPL INC
IBSST MDA EXPLIZR
IRZ5F MICHIE. EXPLOR
T1650 ELF EXPL 1M
17555 COMNCTO 1M
17555 CONODCO i
17555 CONDCO Heil
45465 SHIEEEL OF FSHO
ZBS53 MOBL EXFLCR
ZBES1 MOBA EXFPLIR
13862 BOIS IraRC
13862 8IS D'ART
16752 CHIEWROM UEA
71650 ELF EXPL INC
17555 COMOCDNT
CTERS COMOQCO INC
*TESS CONDTO NI
19465 S5HZLL GFFSHO
18735 SAMEDAN C:.
G752 CHEVRCH L 54
BFE2 CHEWVRH L5aA
3B553 MI3IL EXFLOR

Table &

O R Leases With Deosary Poant at Emps ¢

AlD

054-0 3t B38-0- 01 /0260
0540 22077 D00 106C
G54 02177 -CHONTH O
o0 0192320001 050
DL 021 33-0HO0A G0
0e4-L 0221 3040 MDA
054-L 0221 3-0401 M0 1050
054-C QO3 MG TAO106

| OS54 DZA45-Ca1H 106
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Table 5

Empire Gravity Adjustment Schedule
Taken From Shelt's 03/97 Offshore Posting
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Rangely Weber Sand Unit
064-044259-A-001/01/060
064-044259-B-001/01/060
UHS-U33080-0-0U1/0 17060
065-051529-0-001/01/060
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065-051900-0-001/01/060
NAR&-0A7265-A-001/01/060
065-052538-0-001/01/060
065-053334-0-001/01/060
065-053980-0-001/01/060
065-032675-0-001/01/060
D 5-U3Z2683-A-ULT/UT/UDY
065.032683-B-001/01/060
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085-032703-B-001/01/060
065-N335RR-N-001/01/060
065.033720-0-001/01/060
065-051174-0-001/01/060
065-051529-0-001/01/060
065-051529-0-004/01/060
065-052241-0-002/01/060
065-052265-A-001/01/060
0G5-G52530-0-001/01/0C0

065-052561-0-002/01/060

Table 6
| isting of AlD's/Product Codes/Selling Arrangements for Rangely Weber Sand Unit and Empire

Empire
054-0018498-0-001/01/080
054-001898-0-001/01/061
054-00 i 58556-0-00 1 /020060
054-002177-0-002/01/060
084-002177-0-002/01/080
054-002177-0-002/01/060
054-002177-0-002/02/060
054-002177-0-003/01/060
054-002177-0-003/01/060
054-002177-0-003/01/062
054-002193-0-001/01/001
USA-002193-0-00 70 i /060
054-002193-0-001/02/001

ALA_ NANT407 N AN INDINARN
T e, |y F Al W AW 1) W lmf W T

054-002213-0-001/01/060
054-002213-0-001/01/060
054-002213-0-001/01/060
054-002213-0-001/01/061
054-002213-0-001/02/060
054-002445-0-001/01/060
054-002445-0-001/01/061
054-002445-0-001/01/061
054002445 0 D000
054-002445-0-001/02/061
NRA-NN2941-0.003/01/060
054-002941-0-003/02/060
054-002941-0-004/01/060
054-002947-0-001/01/060
054-002047-0-001/02/060
054-002950-0-001/01/060Q
054-002951-0-001/01/060
054-G03147-0-001/02/000
054-003147-0-002/01/060
NRA_NN194.0.001/01/080
054-003195-0-002/01/060
054-003195-0-002/02/060
054-003339-0-002/01/060
054-003339-0-002/01/061
054-003339-0-002/01/062
054-003339-0-002/02/060
054-003335.0-004/51/000
(054-003417-0-001101/060
N&S4-ON34A17-0-0N1/02/060
054-003577-0-001/01/060
054-003577-0-001/02/060
054-004127-0-001/01/060
054-004127-0-001/02/060
054-004253-0-001/01/060
054-004253-0-001/01/061
UH4-UU4./2535-U-0UT/0 OGS
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Table &
Listing of AlD's/Product Codes/Selling Arrangaments for Rangely Weber Sand Unit and Empire

Rangely Weber Sand Unit Empire
N54.004262.-0-001/02/060
054-004253-0-002/01/060
054-004253-0-003/01/060
054-004473-0-001/01/060
054-004473-0-001/01/061
054-004473-0-001/01/062
054-004481-0-001/01/060
U54-004481-0-001/01/061
054-004481-0-001/02/060
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054-004903-0-001/01/060
054-004909-0-001/01/060
054-004909-0-001/01/061
054-004909-0-002/01/060
054-004935-0-001/01/060
054-005051-0-001/01/060
054-005659-0-001/01/061
054-005659-0-001/02/061
3154-065650-0-001/01/660
054-005660-0-001/02/060
N64.0N6A26.0.001/01/0RD
054-005825-0-001/01/062
054-005825-0-001/01/063
054-005825-0-001/01/085
054-006736-0-001/01/060
054-006736-0-001/02/060
054-008690-0-001/01/061
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